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Since the 1980s, there are more and more phenomenons and behaviors that can not 
be explained by traditional financial theories on the financial markets. In order to 
explain these mysteries, behavioral finance emerged. Behavioral finance studies the 
impact on the market which from investor psychological factors. Behavioral finance 
believes that investors are irrational. These irrational behaviors would cause market 
volatility to deviate from its fundamental value. This "deviation" is investor sentiment. 
This paper explains market anomalies, and further explores whether the investor 
sentiment impact on corporate investment behavior. 
This paper is divided into six chapters.Introduction and first chapter is an 
introduction part of the proposed research background and significance of a literature 
review, and describes the research method and the framework; second chapter 
describes the theoretical basis and the mechanism of investor sentiment affect 
corporate investment behavior; third chapter using principal component analysis 
method to construct investor sentiment composite indicator from five mood proxy 
variables; fourth chapter is empirical part, to select a range of control variables about 
investment behavior, that building a multi-factor model of the level of business 
investment, and selected manufacturing industry 685 share listed companies from 
2007-2011 ,as the study sample empirical and analytical; fifth chapter summarizes the 
results of this study, provides several suggestions, and points out the deficiencies and 
limitations. 
Through empirical results of this study: First, investment in listed companies 
behavior significantly positively related to investor sentiment. Heightened investor 
sentiment will lead to corporate overinvestment, caused by the increased level of 
business investment; vice versa. Second, by using the balance sheet and cash flow 
statement data to measure the level of business investment, the regression results are 















companies’profits manipulation is not serious. Third, Investor sentiment on the 
investment behavior of listed companies have a two-way influence, when 
overinvestment, investor sentiment has positive correlation with corporate 
overinvestment; when underinvestment, investor sentiment has negative correlation 
with corporate underinvestment. 
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